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THE LEGATUM INSTITUTE

Based in London, the Legatum Institute (LI) is an independent non-

partisan public policy organisation whose research, publications, and 

programmes advance ideas and policies in support of free and prosperous 

societies around the world.

LI’s signature annual publication is the Legatum Prosperity Index™, a 

unique global assessment of national prosperity based on both wealth 

and wellbeing. LI is the co-publisher of Democracy Lab, a journalistic 

joint-venture with Foreign Policy Magazine dedicated to covering political 

and economic transitions around the world.

PROSPERITY IN DEPTH

To complement the Prosperity Index, we commissioned 12 specialists  —

economists, political scientists, journalists—to provide additional 

analysis of selected countries. Their studies vary from essays putting 

contemporary challenges into historical context (Iran, China, Mongolia) 

to up-to-the-minute surveys of the barriers to economic growth (Egypt, 

Japan, India) to controversial alternatives to the conventional policy 

interpretations (Iceland, Colombia, Vietnam). In each case they represent 

highly original work by distinguished experts that adds depth and insight 

to the statistical analysis of the Prosperity Index.
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FOREWORD

Two years ago, it was hard to find a copy of the Financial Times or the Economist 

that didn’t feature analysis of the latest ramifications of India’s breakneck 

growth. There were occasional stumbles to report—reminders of the bad old days 

of economic isolation and self-satisfied ideologues spouting nonsense about 

India’s rejection of crass capitalism. Moreover, the new pace of growth had yet 

to be reflected in many indicators of social and economic health, which explains 

India’s poor showing (101st out of 142 countries) on the latest Prosperity Index. 

But pretty much everyone agreed that the pent-up initiative and enterprise of 

Indians had finally been unleashed, and that India’s day had arrived.

And then it was 2012. It’s possible that the precipitous decline in growth is 

temporary—even China has a bad year every decade or so. But Shikha Dalmia is 

sceptical. The Delhi-born senior analyst at the Reason Foundation and columnist 

for The Daily (News Corp’s iPad newspaper) argues that the reforms driving 

India’s economic renaissance were built on a fragile foundation. In her view, 

they were designed by and for the country’s middle-class, and have therefore 

not offered India’s poor the manufacturing jobs they desperately need and the 

liberation from corrupt bureaucrats they deserve. It is thus sad—but no surprise—

that politicians representing India’s have-nots have slowed reform to a crawl. 

Dalmia isn’t predicting a return to the ‘Hindu rate of growth’ of the post-colonial 

decades. But her list of measures that are required to return India to its path of 

glory makes for daunting reading.

Peter Passell, Editor
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India’s economy is in trouble. While it has not ground to a halt, the country grew 
only 6.1% last year and 5.2% in the first quarter of 2012. This doesn’t seem so 

bad by the standards of mature Western economies that struggle to achieve 3% in 
good times. However, compared to the 9-10% rates that are routine in China and 
had been approached during much of the last decade in India, these numbers are 
tepid. And the likely consequences are grave.

Growth well below the economy’s potential would delay the time when the 
one-third of India’s population that now subsists on less than $1.25 (by World 
Bank reckoning) climb out of extreme poverty. And while India doesn’t maintain 
accurate statistics on unemployment, it no doubt means that tens of millions of 
young Indians will remain jobless. Tepid growth also means that the struggle to 
join India’s middle class will become even more difficult. Indeed, the hype of the 
last few years that India is about to assume its rightful place among the great 
economies of the world is being replaced by what Pratap Bhanu Mehta, president 
of the Center for Policy Research in New Delhi, calls a ‘quiet crisis of confidence’.

Not surprisingly, India’s rulers are blaming the country’s woes on the economic 
slowdown in America and the continuing fiscal implosion of Europe. But the truth 
is that India’s problems are largely—arguably, exclusively—homemade, stemming 
from its stalled effort to liberalize an economy that hasn’t rid itself of the legacy of 
failed Fabian socialism. Watching India right now is like watching an extraordinary 
child squander her talents because she can’t overcome her self-destructive habits.

Raghuram Rajan, the former director of research at the International Monetary 
Fund who is the chief economic advisor to the government, argues that India 
has all the right stuff to return to a high-growth trajectory—a very strong 
entrepreneurial class, a reasonably well educated middle-class, a number of 
world-class corporations—something that none of its BRIC (Brazil, Russia, India, 
China) competitors can claim. Yet Standard & Poor’s rates India’s sovereign debt 
just a notch above speculative grade, the worst among the BRIC, because the 
capriciousness of it policymakers and the low quality of its governing institutions 
that, along with unchecked corruption, have greatly undermined business confidence. 

The Legatum Institute’s Prosperity Index rates India 101st among 142 countries—
down ten ranks since 2011. And no wonder: according to the Singapore-based 
Political & Economic Risk Consultancy, India’s bureaucracy is the least effective in 
Asia, while the World Bank ranks India 132nd on its Ease of Doing Business Index 
(behind such stalwarts as Tanzania, Russia and the West Bank/Gaza). India doesn’t 
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really have the rule of law—it has the rule of babus (the local 
term for petty bureaucrats) because its Byzantine legal code 
and irrational regulations give them enormous discretion to 
harass citizens and shake down entrepreneurs. In some parts of 
the country, it can take up to 400 days to register the title to 
property. Meanwhile, the World Bank rates India 182nd out of 
183 in ease of enforcement of contracts. All of this obviously 
creates huge uncertainty and risk for entrepreneurs, whether 
they are street-food vendors or giant software producers.

The 100-trillion rupee question, then, is not why the growth 
rate has slipped to 5%, but how India ever managed to post 
9% growth in the good years of the last decade.

XXXX XXX
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THE BAD OLD WAYS

India is living proof that a little economic freedom can go a long 
way. Given the litany of horrors offered above, it’s hard to imagine 
how much worse things were in 1991, before India embarked on 
its liberalization programme. India was an economic disgrace, 
growing at the ‘Hindu rate’ of 2.2% annually for the first four 
decades after independence from Britain in 1947. When the 
Asian Tigers were roaring along, fed by export growth, the Indian 
economy was whistling to the tune of early twentieth century 
utopian socialism imported from Britain. Under this model of 
development, a coterie of bureaucrats was entrusted to plan 
energy, steel, transportation and communication. They permitted 
private participation in lesser sectors, but required businesses to 
submit to a strict licensing regime, nicknamed the License Raj, 
with the aim of ensuring the ‘rational’ allocation of resources 
and avoiding the wasteful duplication of decentralized market 
economies. As might be expected, businesses needed permission 
to set up new plants. In fact, the controls were far more intrusive: 
they also needed permission to import equipment, to change 
their product mix, to produce more than their allotted quotas, 
to hire or fire workers, or even to send a staff member abroad for 
a conference. Gurcharan Das, former CEO of Procter & Gamble, 
recalls in his book India Unbound that large business houses 
set up parallel bureaucracies in New Delhi to keep track of 
applications, organize bribes, and win licenses.

OPPORTUNITY IN ADVERSITY 

Long-brewing mismanagement of the economy, out-of-control 
government spending, and a policy of overvaluing the rupee led 
to a balance of payments crisis in 1991 in which the country ran 
out of foreign exchange to purchase critical imports, notably oil. 

In the period of political instability that followed, Manmohan 
Singh, then India’s finance minister, used the pretext of pressure 
from the International Monetary Fund to push ahead with reforms 
designed to make the economy competitive in global markets. 

Singh allowed the rupee to depreciate in order to boost exports 
and replenish the country’s foreign exchange reserves. He eased 
restrictions on foreign investment and continued the dismantling 
of the License Raj begun by the late Prime Minister Rajiv Gandhi, 
releasing about one-third of India’s industries from their shackles. 
He divested government assets in some sectors, even inviting 
private competition in aviation, energy and telecommunications, 
which had hitherto been the exclusive province of the government. 
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He gradually slashed tariffs on non-consumer imports from an average of 87% to 10%. 
This, in effect, ditched India’s import-substitution policy that, in the name of self-sufficiency, 
had forced Indian industry to buy most inputs from inefficient domestic producers. 
Singh accelerated cuts in India’s top marginal income tax rates from their one-time 
confiscatory high of 93% to 30-35%. He also slashed the annually assessed wealth tax—
from 8% to 1%, and abolished the estate tax.

All these reforms, combined with a special ten-year holiday from national taxes, particularly 
helped India’s information technology industry. In addition, some states created software 
technology parks—zones in which IT companies could obtain all their regulatory clearances 
and permits at a ‘single-window’, saving them from banging their heads against bureaucracy 
after bureaucracy. The liberalization, coupled with an abundance of low-wage, English-
speaking technical talent, transformed India into the outsourcing capital of the world. 

Thanks in large part to this IT revolution, exports rose from 7% of GDP in 1990 to a 
respectable 20% in 2010. Computer software and business service exports grew at a 
whopping 40% annually between 2004–2008. IT-related outsourcing, a business that 
barely existed 25 years ago, now generates about $90 billion in revenues annually and 
the industry employs (directly and indirectly) close to 9 million people. 

SHOPPING STREET IN CHAMINAR, HYDERABAD
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What’s more, India is no longer a sinkhole for foreign aid. As 
Cato Institute fellow Swaminathan S. Anklesaria Aiyar points 
out, of India’s $180 billion in annual capital inflows in 2009–10, 
only about $6 billion came in the form of foreign aid. The rest 
was generated through investments, commercial borrowing and 
foreign remittances.

The upshot of all this was two decades of stellar growth in which 
per capita income quadrupled (in purchasing power terms) to 
about $3,600. And it bumped up India’s saving rate from 21% of 
the GDP in 1991 (anaemic by Asian standards) to 34% in 2011. 

THE DOWNSIDE OF THE UPTURN

Some critics allege that India’s liberalization has hurt the poor. 
That’s demonstrably false: Indians living on less than $1.25 a day 
(again, in purchasing power terms) fell from 54% in 1988 to 33% 
in 2010. Moreover, a revenue bonanza has allowed the government 
to spend considerable sums on the National Rural Employment 
Guarantee scheme—a programme aimed at helping low-income 
rural households, albeit, with considerable skimming by babus).

But what is true is that liberalization has benefited the rich more 
than the poor. In part, this is simply a consequence of the global 
reality that the returns to tertiary education are exceptionally 
high and relatively few of the children of the poor go to university. 
In part, though, it was the almost inevitable result of the choice of 
industries picked for deregulation: aviation, telecommunications, 
information technology. 

Equally to the point, consider the industries not picked: agriculture, 
manufacturing and construction, where India’s vast cadres of 
semi-literate, low-skilled men and women work. What’s more, 
growth has left ‘necessity entrepreneurs’— self-employed 
coolies, cycle-rickshaw pullers, street vendors and the like in the 
informal sector—to the tender mercies of the babus. 

Take the plight of Delhi’s rickshaw wallas, some of them rural 
migrants driven from their land with little compensation in 
order to make room for big industrial projects. There are about a 
half-million of them, providing affordable transportation in the 
Indian capital. Yet municipal authorities have made no effort to 
raise the cap on rickshaw licenses, set at 99,000. The upshot is 
that most of the drivers must work in legal limbo, collectively 
coughing up nearly Rs. 10 million (about $50,000) in bribes each 
month simply to regain possession of their impounded vehicles. 
“The poor still live under the draconian ‘license-permit-quota 
Raj,’” confirms Parth Shah of the New Delhi-based Center for Civil 
Society. “Economic freedom for the rich has increased, but not for 
the poor.” 
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Indeed. While the rich have benefited directly from India’s 
liberalization, the poor have gained only indirectly, through trickle 
down, as the rich give them more low-wage service work. Their 
avenues for employment and entrepreneurship remain very limited, 
which in large part explains India’s 99th place ranking on the Legatum 
Prosperity Index sub-index for entrepreneurship and opportunity.

CLASS BIAS

There are many reasons why India’s liberalization took this 
form, a big one being that it reflected the class bias and interests of 
its architects, who came from the urban upper-middle class. Case in 
point: Manmohan Singh is an Oxford-trained economist from New 
Delhi. But the most important reason reform has been supported by 
the elite is that they were the least threatened by it—that is, they had 
the most to gain and the least to lose from change that brought India 
into the global economy.

India doesn’t provide universal pensions or health care. Its social 
safety net, such as it is, only covers the poor. Everyone in the 
middle-income range or above depends on the private sector 
to meet most of their basic needs, including K-12 schools and 
medical care. Although private-sector services were definitely 
better than those provided by the public sector in pre-reform 
days, providers were rarely first-rate because they were more 
accountable to government bureaucrats than to consumers. 

To be sure, many middle-class families felt secure by virtue of 
employment in the civil service or in government-owned companies. 
But there weren’t enough jobs in these sectors to provide for their 
children. Hence there was deep middle-class anxiety that future 
generations would experience a steep decline in living standards, 
perhaps even slip into poverty. 

The yearning for jobs, goods and services, combined with the absence 
of dependence on government, made better-off Indians relatively 
immune to the allure of populist politics as usual and receptive 
to experiments with policies that promised growth. Indeed, with 
hindsight, it is no surprise that the Bharatiya Janata Party, the Hindu 
nationalist party that largely represents higher-caste, affluent Hindus, 
accelerated the reforms in 1999 after it took over the government 
from Singh’s party instead of reversing course, as many had feared.

By contrast, the meagre help (food and fuel subsidies, free though 
generally inferior hospitals and schools) that the poor got from 
the government was often the only thing standing between them 
and destitution. Hence, they were—and are—deeply susceptible 
to anti-reform, populist politicians who buy their votes by offering 
government handouts that break the fisc without producing any 
lasting difference in their lives.

�ere are many 
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SLOWLY, BUT UNSURELY 

India’s populist, special-interest politics bodes ill for future 
liberalization. Expect policy paralysis for the next few years and 
piecemeal, ad hoc reforms thereafter. Though India is unlikely 
to roll back recent reforms, the old dirigiste ways have powerful 
constituencies and are going to linger. India will gradually deliver 
higher living standards, but a rapid dash that would transform 
India into a global economic powerhouse just isn’t on the cards.

This is not to suggest that all causes taken up by populist 
politicians are bad. The upper-class bias in India’s liberalization 
has often given short shrift to the poor and powerless. For 
example, impatience for economic results has prompted many 
state governments to take land from poor farmers at throwaway 
prices and give it to large industrial houses as an inducement 
to invest, producing a backlash. In West Bengal, the state’s 
communist rulers—that’s right, communists—perpetrated a 
massive land grab to make room for Tata Motors to build a car 
factory. The ensuing outrage not only stopped the project dead, 
it triggered the meteoric rise of Mamata Banerjee, a firebrand 
populist politician whom Time magazine recently listed among 
the top 100 most powerful women in the world. 

Banerjee’s new party, Trinamool Congress toppled the communists, 
who had ruled West Bengal for 35 years; she is now West Bengal’s 
chief minister. What’s more, the new party won enough votes to 
garner a sizeable number of seats in the national parliament, and to 
join the United Progressive Alliance ruling coalition in New Delhi. 

Likewise, other regional parties in other states have gained 
ground in the last two decades to protect interest groups 
threatened by liberalization. Two cases in point: the Samajwadi 
Party whose core constituency consists of lower castes and 
Muslims, and the Bahujan Samaj Party, which caters to the dalits 
or untouchable castes.

Barun Mitra of the Liberty Institute notes there is some evidence 
that these parties are evolving to emphasize a growth agenda in 
order to broaden their appeal beyond their constituencies. However, 
Banerjee’s party, the most powerful of these regional parties, 
remains true to her origins and has become, as one observer put 
it, the ‘one-woman wrecking crew’ of reform. Indeed, it’s a stretch 
to believe that populist parties born with the mission of protecting 
those hurt by reform will be anything but anti-reform. 

Banerjee has succeeded in some genuinely laudable interventions to 
oppose land takings, forcing the government to back off a proposal 
that would have allowed it to seize private land on behalf of other 
private companies. However, in the long run, blanket efforts to limit 
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industrialization whenever it displaces poor people in a very poor, 
very crowded country will hurt the people she aims to help.

Her threats to withdraw support from the governing coalition 
and bring down the government caused Prime Minister Singh to 
beat an ignominious retreat from his decision to permit foreign 
investment in the retail sector last year. Never mind this 
would have allowed Walmart and other sophisticated big box 
retailers to establish more efficient supply chains that could 
quickly move produce from farms to urban markets before it 
rots, eliminating a huge source of losses for farmers. At the 
time of writing he had made a renewed effort to liberalize the 
retail sector, prompting Banerjee to pull out of the coalition 
government and launch a massive national protest. Who will 
prevail is a bit unclear, although it seems Singh has enough 
support to prevail this time.
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The problem is that Banerjee’s populism narrows her perspective: 
foreign retailers pose an immediate threat to small shopkeepers 
so they must be stopped. Ditto for raising fertilizer prices and 
rolling back diesel subsidies, which are also part of Singh’s latest 
package of reforms along with retail liberalization. Likewise, 
she has derailed a modest increase in ticket prices proposed 
by the state-owned railways as well as an end to household 
fuel subsidies, even though outlays for both are putting an 
unsustainable burden on the federal coffers and might ultimately 
cause an attenuation of public services—something that would 
directly hurt the poor. In its desperation to raise revenues to 
finance schemes that populist pressures won’t allow it to pare 
back, Delhi recently attempted something truly bizarre and 
counterproductive: a retroactive tax increase on some foreign 
companies. The fallout in terms of the chill it put on foreign 
capital flows, led the government to reverse itself.

FEEDING AT THE TROUGH

Official corruption is the bane of Indian society, pervading all 
aspects of government from top to bottom. And each time India 
builds a full head of steam on liberalization, a major scandal 
involving the top players seems to dissipate it. With Rajiv Gandhi, 
India’s late prime minister and first reformer, it was the Bofors 
scandal involving a Swedish company that kicked back hundreds of 
millions of dollars to top officials in order to win a contract to supply 
howitzers to the military. That scandal brought down Gandhi—
and with him, his reform agenda. Likewise, Gandhi’s successor, 
Narasimha Rao, the prime minister under whom Singh pushed 
through his dramatic reforms, got the boot after accusations that 
Rao paid members of parliament to survive as no-confidence vote. 

And now the Singh government has been embroiled in a series 
of distracting scandals. The most serious one involves the 
telecommunication minister, who secretly sold broadband 
capacity to cell phone providers at throwaway prices, robbing the 
Treasury of somewhere between $6 billion and $36 billion. This 
has triggered a massive, countrywide anti-corruption movement, 
which seems like a good thing until one remembers that the 
movement’s solution to bureaucratic corruption is another 
bureaucracy to oversee the bureaucrats. Moreover, the episode 
also strengthened the hand of populist politicians like Banerjee 
who argue that the scandal proves deregulation is simply a ploy to 
rob ordinary people.

All of this reflects the fundamental conundrum at the heart of 
India’s liberalization. Extricating vast swatches of the economy 
from the clutches of the government will ultimately reduce 
avenues for corruption. But, with some justification, Indians 
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distrust each other—a reality reflected in India’s miserable 138th 
rank on the Prosperity Index’s sub-index for social capital. And they 
are now being asked to put their faith in these same institutions 
and bureaucrats to manage the process of reform. People are thus 
not entirely irrational in having two minds on the subject.

WHAT MUST BE DONE

By contrast with the West, where there is deep discord over 
the policies needed to spur economic growth, there is a near-
consensus among technocrats across the political spectrum 
in India as to what needs to be done to return the country to 
double-digit growth. 

Reform Labour Markets

India’s rigid labour laws have thwarted its manufacturing sector. 
These laws, written to protect unions, make it virtually impossible 
for factories with over 100 workers to shut down even if they are 
losing money hand over fist. As a consequence, entrepreneurs have 
gravitated toward capital-intensive industries, creating relatively few 
jobs and consigning the country’s large semi-skilled, semi-literate 
workforce to near-subsistence wages in agriculture and services. 

These laws have also prevented India from emulating China 
and Asian Tigers’ successful export-oriented growth strategy. 
Nowhere is it written, of course, that export-oriented growth 
is the only strategy for growth. But the alternatives don’t seem 
especially plausible. As Arvind Panagriya, an economist at 
Columbia University, points out, no agricultural country has ever 
pulled its people out of poverty without moving most of its farm 
workers to industrial jobs—precisely what these laws prevent. 

Open Up Capital Markets

By the same token, India’s financial markets are poorly developed 
and hostile to foreign investors. Although India’s post-1990 reforms 
lifted restrictions on foreign investment in stocks, foreigners are still 
largely excluded from participation in the bond market. This raises 
the cost of capital, making it that much more expensive to meet 
India’s massive infrastructure needs and to finance the government 
budget deficit. What’s more, the government restricts direct 
foreign investments in Indian companies, denying India access to 
proprietary technology and management as well as the cash. 

Foreigners are not all that India restricts, moreover. Domestic 
banks are also handicapped in myriad ways. Even though the ban 
on private banks was lifted many years ago, thanks to onerous 
regulations, roughly 75% of the industry’s assets remain in 
government hands. For example, the government requires private 
banks to offer “priority loans” at sweet rates to favoured 
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constituencies, regardless of the credit risk involved. By no coincidence, small businesses 
in general and small farmers in particular have little access to credit and must depend on 
informal lenders—a euphemism for loan sharks, who are driving farmers to suicide, a big 
issue in India today.

Privatise Infrastructure

McKinsey Global Consulting estimates that India needs to invest $1.2 trillion over 20 
years merely to upgrade its urban infrastructure to minimum international standards— 
an eight-fold increase over projected spending. Infrastructure is largely state-owned and 
therefore especially burdened by inefficiency and corruption. Therefore, the quickest way 
to upgrade would be through privatization. 

For example, while the government has privatized the generation and distribution of 
electricity, it still owns and runs the coal mines—the main domestic source of fuel 
for electric power. The result: the power sector is dogged by fuel shortages, and is 
sometimes forced to import coal despite an abundance of domestic reserves. Selling 
mining rights through a transparent bidding process would go a long way toward 
solving the problem. 

NEW AIRPORT TERMINAL, MUMBAI
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Simplify Taxes

India’s tax system, particularly its sales tax, is a complicated mess that encourages 
avoidance, breeds inflation and distorts market incentives. Under India’s federal 
system, state governments craft their own tax policies. This has produced not only 
a confusing array of taxes on businesses at the national level, but preferential tax 
treatment by states toward their own businesses. 

Such internal protectionism has become a huge barrier to the flow of goods within 
the country. When producers move their products across state lines, they have to go 
through checkpoints and pay border or excise taxes, producing long delays as well 
as opportunities for shakedowns. A solution has been in the works, one that would 
consolidate state and federal excise taxes in a single goods-and-services levy collected 
by the central government and shared with the states. This would broaden the tax base 
while making it possible to sustain revenues at lower tax rates—and in the process, 
reduce incentives and opportunities for evasion. 

VILLAGE CHILDREN IN RAJASTHAN
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Reset Budget Priorities

Raguram Rajan notes that India’s rulers have frittered away the 
government’s share of the ‘growth dividend’, spending heavily on 
populist vote-buying schemes such as fuel subsidies that benefit 
corrupt bureaucrats more than the intended beneficiaries (the 
rural poor). It would be far better to give poor people a portion 
of the spending in a direct cash transfer and use the balance to 
increase their income-generating capabilities by giving them 
improved access to education and basic public services.

WHAT WILL BE DONE

In an ideal world, all these reforms would proceed simultaneously 
because they are interdependent—and all are essential for 
equitable growth. For example, reforming labour laws and 
removing restrictions on foreign investment would give a huge 
boost to manufacturing and create better-paying job opportunities 
for the urban poor. But allowing more foreign direct investment 
without loosening labour laws would encourage growth only in 
capital-intensive industries that depend on highly skilled labour. 

Sadly, though, the almost inevitable stumbles in the first round 
of reforms gave new life to the populist strain in Indian politics, 
and no party is prepared to champion a second round. The 
serious political players all feel the need to pay lip service to ad 
hoc approaches for helping the poor through redistribution of 
income rather than through a concerted effort to speed growth. 

This doesn’t mean that India is about to slip backwards, but it 
does mean that future reforms will be incremental. The ones that 
are most likely to be adopted are the crowd pleasers that don’t 
raise populist hackles. One possibility is the aforementioned 
consolidated goods and services tax. Businesses (big and small) 
favour it, as do anti-corruption activists. Indeed, most people 
believe that if Prime Minister Singh had been more politically 
adroit, he would have already found a way to buy off the main 
opponents—states that fear loss of control over taxes and loss of 
opportunities for corruption.

Some significant reforms, such as loosening the rules for foreign 
investments in domestic companies and bond markets, are also 
likely to go ahead because the country—particularly the country’s 
government—needs capital to finance the deficit generated by 
populist spending. Privatization of some government-owned 
industries are also in the works—though at a more circumspect 
pace than one might have hoped, thanks to the aforementioned 
broadband scandal.

But labour law reform is apparently off the table; India’s unions 
are too strong to be touched. Singh might succeed in rolling 
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back spending on fuel subsidies, but fully opening the fuel sector 
to market forces is simply unimaginable. These subsidies have 
protected India’s poor somewhat but have also slowed growth 
and thereby denied the poor the benefits of rapid development. 
This is unfortunate, but perhaps inevitable given India’s chaotic 
and cacophonous democracy.

India demonstrates that it is not easy for countries that have 
embarked on wrong-headed policies to make rapid course 
adjustments. Special interests that the system spawns gives it far 
more staying power than it deserves. Democracies especially are 
more adept at preventing the downsides of change rather than 
embracing its upside, inevitably slowing progress. India will likely 
get things right in the long run. But, in the short run, cautious 
pessimism is in order.

India demonstrates 
that it is not easy for 
countries that have 
embarked on wrong-
headed policies to 
make a rapid course 
adjustment. Special 
interests that the 
system spawns gives it 
far more staying power 
than it deserves.
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COUNTRY OVERVIEW
Global Av.

Population (thousand billion) (2010) 1.2 N/A

Life expectancy (years) (2010) 65.1 69.6

Birth rate (per year per 1000 people) (2010) 22 22

Fertility rate (births per female) (2010) 2.6 2.8

Life satisfaction* (rated 0 > 10) (2011) 4.6 5.5

Female representation in the legislature (2011) 10.8% 19.5%

Internet access at home? (2011) 6.0% 34.2%

Satisfied with job/work?* (% yes) (2011) 71.0% 73.3%

People are treated with respect in your country* (% yes) (2011) 75% 85.1%

GDP per capita (ppp) (2010) $3,425.45 $14,774.73

Economy

Entrepreneurship
& Opportunity

Governance

Education

Health

Safety & Security

Personal Freedom

Social Capital

57

99

49

100

104

114

67

138

Rank/ No. of countries

Legatum Prosperity Index™ 101/142

Average Life Satisfaction Ranking* (2011) 107/142

Per Capita GDP Ranking (2010) 99/142

WEF Global Competitiveness Index (2011) 56/142

UN Human Development Index (2011) 134/187

Heritage/WSJ Economic Freedom Index (2011) 124/179

TI Corruption Perceptions Index (2011) 95/182

World Bank Doing Business Index (2012) 132/183

INDEX COMPARISONS SUB-INDEX RANKINGS

  Top 30

  Upper Middle (41)

  Lower Middle (41)

  Bottom 30

57 ECONOMY India Global Av.

5 year growth rate (2010) 6.8% 2.7%

Confidence in financial institutions?* (% yes) (2011) 83.9% 61.9%

Satisfaction with living standards?* (% yes) (2011) 61.4% 59%

99 ENTREPRENEURSHIP & OPPORTUNITY

Business start-up costs (% of GNI) (2011) 46.8% 36.3%

Mobile phones (per 100 ppl) (2011) 72.0 98.7

Will working hard get you ahead?* (% yes) (2011) 91.5% 81.1%

49 GOVERNANCE

Confidence in the government?* (% yes) (2011) 60.8% 53.7%

Confidence in the judiciary?* (% yes) (2011) 81.6% 52.5%

Government effectiveness 1 (2010) -0.01 0.03

100 EDUCATION

Pupil to teacher ratio 35:1 25:1

Satisfaction with education quality?* (% yes) (2011) 74.5% 66.6%

Perception children are learning?* (% yes) (2011) 65.5% 70.4%

104 HEALTH India Global Av.

Self-reported health problems?* (% yes) (2011) 26.2% 23.9%

Hospital beds* (per 1000 people) (2005) 0.9 3.2

Satisfaction with health?* (% yes) (2011) 86.1% 78.8%

114 SAFETY & SECURITY
Human flight 2 (2011) 6.2 5.4

Safe walking at night?* (% yes) (2011) 70.6% 61.9%

Property stolen?* (% yes) (2011) 9.7% 16.8%

67 PERSONAL FREEDOM
Civil liberties 3 (2011) 5 4.8

Tolerance for immigrants?* (% yes) (2011) 41.5% 65%

Satisfaction with freedom of choice?* (% yes) (2011) 83.8% 73.4%

138 SOCIAL CAPITAL
Rely on others?* (% yes) (2011) 55.3% 80.6%

Donations?* (% yes) (2011) 18.9% 28%

Help strangers?* (% yes) (2011) 19.0% 45.7%

PROSPERITY INDEX: DATA IN FOCUS

NOTES: 1 Gov. effectiveness: values range from -1.73 to 2.25, higher values indicate higher effectiveness. 2 Human flight: values range from 1 to 10, higher values indicate higher levels of human flight. 3 Civil liberties: values 
range from 1 to 7, lower values indicate lack of civil liberties. *Survey data are taken from Gallup World Poll .

Mumbai

Au
st

ra
lia

 

4

N
ew

 Z
ea

la
nd

 

5

H
on

g 
Ko

ng
 

18

Si
ng

ap
or

e 

19

Ta
iw

an
 

20

Ja
pa

n 

22

So
ut

h 
Ko

re
a 

27

M
al

ay
sia

 

45

Ka
za

kh
st

an
 

46

Vi
et

na
m

 

53

Ch
in

a 

55

Th
ai

la
nd

 

56

Sr
i L

an
ka

 

58

M
on

go
lia

 

59

In
do

ne
sia

 

63

U
zb

ek
ist

an
 

64

Ph
ili

pp
in

es
 

67

La
os

 

82

Ta
jik

ist
an

 

86

Ky
rg

yz
st

an
 

88

In
di

a 

10
1

Ba
ng

la
de

sh
 

10
3

Ca
m

bo
di

a 

10
7

N
ep

al
 

10
8

Pa
ki

st
an

 

13
2

REGIONAL RANKING—ASIA

LEGATUM PROSPERITY INDEX RANKING: 101



LEGATUM INSTITUTE 
11 Charles Street 
Mayfair 
London W1J 5DW 
United Kingdom

t: +44 (0) 20 7148 5400 
f: +44 (0) 20 7148 5401

http://twitter.com/LegatumInst

www.li.com
www.prosperity.com

BUILDING A MORE PROSPEROUS WORLD THROUGH LIBERTY AND RESPONSIBILITY


